Does political rhetoric matter for firms and investors? We conduct a textual analysis of all 388 gubernatorial "State of the state" speeches given between 2002 and 2010 across U.S. states, to examine this question. Political speeches may reduce policy uncertainty (Pastor and Veronesi, 2012), reflect the politician's views regarding the economic future of the state, and contain new information regarding future policies that affect the business environment. Using data on 5,721 firms matched based on their location of their headquarters and main operations, we conduct an event study examining the market reaction to the tone of the State of the state addresses. To examine whether the information has a long-run impact on firms, we also consider changes in firms' investment and employment decisions. Controlling for speech length, firm, and state-level characteristics, the results show a statistically significant and positive association between the level of optimism expressed in a Governor's speech, and the abnormal returns of firms headquartered in that Governor's state. We also find that a more optimistic speech is associated with a statistically significant increase in investment and employment, relative to firm size, whereas a more pessimistic speech is associated with a decline in investment and employment for firms located in that state. To identify the impact of the speech on firms, we show that the results are robust to identifying the geographic focus of firms' operations, using a matched sample of firms located in neighboring states as a control group, and instrumental variables. To identify channels by which the content of the speech may have an impact, we show that firms that obtain state-government contracts, and those that are more dependent on skilled human capital and therefore education spending, significantly increase investments if the budget-related and education-related parts of the speech are more optimistic. We also find that political rhetoric is most informative during uncertain economic conditions, when government policy has had a greater impact. Lastly, we show that institutional characteristics, such as term limits and statelevel transparency, affect the response of firms to the speech.
Introduction
Are political speeches simply uninformative cheap talk, ignored by market players, or do they reveal information that is useful to investors and firms? Describing Governor Eliot Spitzer's first State of the state address, The New York Times noted, "While some of the proposals were outlined during his campaign, in his speech to lawmakers he offered several new initiatives and promised to accomplish others during his first year in office," ("Spitzer requests sweeping array of new measures, " January 4, 2007) . In this paper, we investigate whether political speech has an impact on investors, as well as the real investment and employment decisions of firms. The tone of a political speech may also reflect politicians' views regarding the economic future of the state. Or, as argued by George Orwell, political speech may simply be empty rhetoric 1 An article in the Wall Street Journal ("History of Market Responses to the State of the Union," January 24, 2011) noted, "Gerald Ford wasn't known as a particularly great communicator. But whatever his reputation for awkwardness, each of Ford's three State of the Union addresses to the nation was rewarded by the stock market the following day." Relatedly, the share prices of large pharmaceutical firms increased after President Bill Clinton's announcement for a reduction in price controls in the drug industry on January 28, 2000, while the Dow fell 2.6% on that day (MarketWatch January 24, 2011) . 2 Controversy regarding the role of "political intelligence firms", and their ability to trade on confidential information about government policy spurred legislative efforts to regulate these firms, albeit unsuccessfully, in the Stop Trading on Congressional Knowledge (STOCK) Act of 2012, and led to a 2013 investigation by the Government Accountability Office.
2 designed for political impact without economic content, or may reflect information that is already known to investors and firms.
Using a hand-collected unique sample of 388 "State of the State" addresses between 2002 and 2010, we examine the response of investors and managers of firms to the speeches given by governors of the states in which the firms are located. We use a textual recognition methodology to describe the tone and content of the speech, which categorizes a speech's language according to expressions of "Optimism", "Pessimism", "Certainty", and "Activity". Optimism reflects language endorsing some person, group, or event, or highlighting positive entailments; pessimism captures words reflecting blame, hardship, and denial; certainty captures language indicating resoluteness, tenacity, and infallibility; and, activity captures language describing tangible, immediate, recognizable matters that affect people's everyday lives.
3 Further, we also identify the budget-related and education-related sections of each State of the state address and use it in our analysis.
We observe data on all 5,721 firms in Compustat observed between 2002 and 2010, and match firms to gubernatorial State of the State speeches, based on the location of the headquarters of firms. To investigate whether political speech is informative for investors, we use an event study approach and examine the 3-day and 7-day abnormal returns of firms headquartered in a state (calculated against an industry benchmark using neighboring out-of-state firms), around the speech date. We also examine the relationship between the tone of the speech given by the governor of a state, and the subsequent investment and employment decisions of firms located in that state.
3 On January 24, 2005, Governor Kenny Guinn of Nevada's speech opened as follows: "I am proud to report that the state of our state is strong ... very strong. Our gaming and tourism industries have rebounded strongly." In contrast, Governor Mark Warner of Virginia on January 14, 2004: "Since we met in this chamber a year ago, our nation and our Commonwealth have faced many challenges. Tonight, many of those challenges continue."
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The results suggest a significant market response to the tone of the political speech. We find a statistically significant and positive relationship between the level of optimism expressed in a State of the State speech and the abnormal returns of firms headquartered in that state. For example, if a governor uses ten more words that are classified as optimistic (per 500 words), the 3-day abnormal returns around the speech date for a firm located in the state, increases by 16 basis points, where the average 3-day abnormal returns around the speech date for the sample is -31 basis points. In contrast, investors do not appear to respond to a speech characterized by more pessimistic language. We also find that speeches characterized by greater certainty are associated with an increase in abnormal returns. Further, the results suggest that more optimistic speeches that are either more certain, or more active, are also associated with an increase in the 3-day abnormal returns around the speech date. These results are robust to controlling for firm size, speech length, per capita GDP, growth rate, and unemployment at the state-level, and are constructed relative to firms in the same industry located in neighboring states.
Examining the effects of political speech on managerial decisions, we find that firms respond to the tone of a State of the State speech by changing their investment and employment decisions in the following year. Specifically, the results suggest that a one standard deviation increase in optimistic words (ten words per 500 words) in a State of the State speech is associated with a statistically significant increase of 6% in investment as a proportion of assets, for firms headquartered in that state. In contrast, a one standard deviation increase in pessimistic words (ten words per 500 words) used in the speech is associated with a decrease of 4% in investment. A similar response is observed for employment, with a statistically significant increase of 5% in employment in response to a one standard deviation increase in optimistic tone, and a 14% decline in employment in response to a more pessimistic speech, for firms 4 headquartered in that state. We observe that more optimistic speeches that also express more certainty and activity are associated with a significant increase in investment and employment for firms located in that state. Note that these results control for firm and year fixed effects, and firm, speech, and state-level characteristics.
We address the concern that the tone of the political speech and firm decisions may be correlated with unobservable factors, such as unobserved expectations regarding future economic conditions, in a number of ways. First, we adopt a novel "neighboring states" difference-indifference methodology, using firms located in a neighboring state as a control group. Based on the argument that neighboring states are subject to similar economic conditions, observed differences in responses of firms located in neighboring states in response to a political speech in their state are likely to be driven by differences in the speeches rather than by differences in unobserved future economic conditions between the states. Using this methodology, we find that compared to a firm located in a neighboring state, firms located in a state where the governor gives a more optimistic speech experience a greater increase in investment, employment, and abnormal returns in response to the speech.
Second, we use an instrumental variable approach, treating political speech as endogenous. Anecdotal evidence suggests that the incentive to give a more optimistic speech may be affected by whether the governor belongs to the same political party as the president. For example, we observe that when a state's governor belongs to a different party than the U.S. president, particularly during presidential election years, such governors tone down their rhetoric. Since it is unlikely that state-federal party disparity correlated with the performance of firms in that state, we use this variable as an exogenous instrument for speech tone. The results are robust to treating political speech tone as endogenous.
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Third, to investigate the channels by which firms respond to the information contained in gubernatorial speech, we consider the interaction between tone of the speech and firm-level characteristics. Specifically, for this part of the analysis, we focus on the part of the State of the state speech that discusses the state's budget. First, since firms whose operations are concentrated in a given state may be more affected by that state's budget, we identify the geographic focus of companies based on the proportion of times a particular state is mentioned in their 10K reports (see Garcia and Norli, 2012; Cohen et al., 2011) . Firms with 50% or more of their operations in one state are identified as "Focused". Second, firms that depend more on government contracts may also respond more to information about the budget, hence we identify firms that belong to industries that obtain more government contracts. Third, we identify firms that hire more high skilled workers, as these firms may be affected more by state-level education policies, which are sensitive to state government expenditures on higher education. The results
show that companies that are more geographically focused, employ a greater share of college educated workers, and depend more on government contracts, are more likely to increase their investment in response to a more optimistic speech by the governor of their state.
To establish that political rhetoric matters, we also examine the interaction of tone and state level political variables. Specifically, we exploit cross-sectional variation in term limits for governors and years remaining for gubernatorial election. Supporting the hypothesis that political speech contains information about future policies, we find that markets and companies largely discount speeches by "lame duck" retiring governors who face term limits, and will not be setting the policy agenda for the state in the future.
We also find evidence consistent with Pastor and Veronesi's (2012) argument that political news matters more during periods of economic uncertainty. Specifically, the results 6 suggest that political speech matters more during the economic crisis. Therefore, political rhetoric has been most informative during uncertain economic conditions, when government policy has had a greater impact.
Our paper is related to studies examining the content of political speech. In particular, Cohen (1995) examines the impact of presidential rhetoric over the public's agenda, and finds that the more attention presidents give to policy areas in their State of the Union Addresses, the more concerned the public becomes with those policy areas; Austen-Smith (1990) (2009)). To the best of our knowledge, this is the first paper to show that politicians have valuable information that can be communicated through political speech, and to examine the impact of political speech on investor reactions and the real decisions of managers.
The paper is organized as follows: Section 1 describes the data, section 2 describes the empirical methodology, section 3 reports the results, section 4 describes results from robustness checks, and section 5 concludes.
Data
We The cumulative abnormal returns over our event windows are calculated using the market model (difference between firm returns and the CRSP equally weighted returns). We observe that the average 3-day announcement returns around the speech date, for the entire sample of states and years, is -1.7%.
We collect data on state-level variables, including state-level GDP, GDP growth, and unemployment rate, from the Bureau of Economic Analysis. We describe these data in Panel C of Table I .
Results

A. Investor reaction to speech
We start out by examining the market response to gubernatorial speeches. We estimate the following specification for firm i, located in state s, at time t: Ability, which are defined in Appendix A. The standard errors are clustered at the state-level and corrected for heteroskedasticity. We provide results for both a 3-day and a 7-day event window
in Table IV . The event study design also addresses concerns regarding unobserved heterogeneity, since we examine market returns of firms in a short event window around the date of the State of the state speech, which captures immediate investor reaction to the speech given on a predetermined date.
From the results reported in column (1) of Table IV , we note that the cumulative abnormal returns for a firm located in a given state are significantly higher when the State of the state speech uses more optimistic words. Disaggregating the tone of the speech in column (2), we note that the abnormal returns are positively associated with the optimism expressed in the speech, but not significantly related to the pessimism, although the sign of the coefficient for the latter is negative. From the results reported in column (2) we note that if a governor uses ten more words that are classified as optimistic (per 500 words), the 3-day abnormal returns of a firm around the speech date increases by 200 basis points, where the average 3-day abnormal returns around the speech date for the sample is -1.7%.
Examining the interaction between net optimism and certainty in column (3) of Table IV, we find that striking a more decisive tone, as captured by certainty, combined with more optimism is associated with higher abnormal returns. Similarly, the positive coefficient of activity and net optimism in column (4) shows that when the governor mentions factors of relevance for state residents in a more optimistic tone, investors of firms located in that state react more positively. The results are similar for the 7-day event window reported in columns (5)- (8).
In summary, we find that investors of a firm located in a given state react significantly to the content and tone of the speeches given by the governor of the state, suggesting that the speech contains new information. In particular, the market reaction is positive for more optimistic speeches and speeches that mention matters of relevance to residents, while it is negatively associated with certainty and pessimism, although the latter effect is not statistically significant. Below we investigate the reactions of managers to the speech.
B. Manager reaction to speech
We start by estimating a firm fixed effects specification examining the relationship between investment and employment for a firm located in a given state, and the tone of the annual State of the state speech outlining the policy agenda of the governor of that state. We estimate the following specification:
where Yit includes investment and employment as a percentage of total assets, Xit includes firmlevel q, cash/total assets, size lagged one year, are year fixed effects, are firm fixed effects, Tone and Zit (lagged one year) were described earlier, and, standard errors are clustered at the state-level and corrected for heteroskedasticity. The results are reported in Table V. 12
From the results we note that when a state of the state speech expresses a more optimistic tone, firms located in that state increase investment relative to size in the following year. These results are robust to controlling for firm and year fixed effects, firm size, valuation, and cash, and, state size, growth, and, unemployment. In contrast, firms invest less the following year if the speech strikes a more pessimistic note (column 2). From the interaction terms reported in column (3) and (4) we note that it also appears that more optimistic speeches that express more certainty, and refer to factors specific to state residents and firms, are associated with a significant increase in the investment levels of firms located in that state. These results are also economically significant. A one standard deviation increase in net optimism (9 optimistic words per 500 words) increases investment by .25 relative to total assets, where the sample mean value of investment to assets is 3.6%.
Examining the employment response to political speech in columns (5)- (8) of Table V, we note that the results are similar to the investment variables. Employment as a ratio of assets increases significantly following a more optimistic speech in the prior year, and declines if the speech strikes a more pessimistic note. In terms of economic significance, a one standard deviation increase in net optimism (9 optimistic words per 500 words) increases employment by 0.045 relative to total assets, where the sample mean is 0.52%. Moreover, more optimistic speeches that express more certainty and refer to more issues of concern to residents are also associated with a significant increase in employment (columns (7) and (8)). These results indicate that the information contained in political speech may also affect the real decisions of managers.
Identifying effect of political speech on firms
A. Neighboring States Methodology
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The specifications in Tables IV and V control for a number of firm and state-specific variables, and for firm-level unobservable heterogeneity that does not vary over time. The main endogeneity concerns arise from potential omitted variable bias and simultaneity. To address the latter, we use political variables lagged one year in the specifications reported in Table V . Since the specifications in Table V also control for firm and year fixed effects, any potential endogeneity would be due to time-varying unobserved heterogeneity, which is not captured by control variables and fixed effects, and, which affects corporate decisions and influences gubernatorial speeches. For example, an expected increase in demand for a particular product manufactured by a local industry may increase corporate investment, and be discussed by a governor in a more optimistic tone.
To address this potential source of bias, we use a novel neighboring states methodology, which matches firms based on location and i2ndustry to another firm of similar size and in the same industry but located in a neighboring state that shares a border with this firm's state. The methodology is described in detail in Appendix B. The underlying assumption is that a firm in the same region that belongs to the same industry and is of similar size is subject to similar economic shocks. As Simintzi (2012) indicates, neighboring firms in the same industry share similar customers and suppliers. Returning to the example of unobserved heterogeneity above, a change in investment opportunity caused by increased demand for a firm's product is likely be similar for companies operating in nearby states that belong to the same industry. Using a neighboring firm of similar size in the same industry as a matched control would control for unobservable heterogeneity, so that the remaining variation in firm response may be attributable to new information contained in the political speech.
14 Examining the investment and employment response of firms, we note from Table V that relative to a matched firm in the same industry, located in a neighboring state, investment and employment relative to size increases significantly for a firm located in the state where the Governor gives a more optimistic speech. The reverse is true when the State of the state speech strikes a more pessimistic note. It also appears that firms increase investment in response to a more decisive speech, compared to firms in neighboring states that belong to the same industry.
Note that this methodology controls for other factors, such as industry and regional economic shocks, which may affect both manager decisions and the content of a governor's speech. Hence, the observed response to the speech is likely to capture new information contained in the speech, rather than other unobservable factors.
We also use the neighboring states methodology to examine the stock market's response to political speech. The results reported in Table VI suggest that the event study results are robust to controlling for unobservable heterogeneity in regional economic characteristics.
Compared to a firm in the same industry that is located in a neighboring state, the cumulative abnormal returns are significantly higher in response to more optimistic speech by the governor in the firm's state, in both the 3-day and 7-day event windows around the speech date.
B. Instrumental Variable Analysis
We also conduct an instrumental variable analysis where we treat the political speech tone variables as endogenous. The results from a two-stage instrumental variable regression are reported in Table VII .
They show that treating Net Optimism as endogenous, it is positively related to the 3-day abnormal returns, and to investment and employment.
Note that we check the relevance of the instrument and we also undertake a test of overidentifying restrictions. The first stage regression of Net Optimism on the instrumental variable and other exogenous variables produce F-statistics of joint significance larger than 10, indicating that the instrument is non-weak. Second, Hansen's (1982) J-test of overidentifying restrictions indicates that the instrumental variable meets the exclusion restriction.
C. Response based on firm characteristics
If the governor's speech contains new policy related information that may be of interest to firms and investors, this may affect some firms more than others based on their cross-sectional First, firms' response to the budget part of the speech may be stronger for companies that are more geographically focused. We identify the geographic focus of companies based on the proportion of times a particular state is mentioned in their 10K reports (see Garcia and Norli, 2012; Cohen et al., 2011) . For example, 25% of firms in our sample operate exclusively in their headquarters state. We define firms with 50% or more of their operations in one state as being "Focused". Alternatively, "Non-focused" companies are those that do not mention a particular state a majority of the time.
The results reported in Table VIII indicate that for companies that are geographically focused, a speech that is more optimistic about the state's budget, as captured by the estimated coefficient of the Net Optimism variable, is associated with a significant increase in Investment/Assets (column 1). In contrast, non-focused companies, whose operations are not geographically concentrated in a region, do not experience a change in investment following a more optimistic speech (column 2).
Second, companies with higher human capital intensity may respond to a more optimistic budget speech, since the state government's budget affects expenditures on higher education, and the supply of educated workers. Based on Wang (2010), we use the Current Population Survey to find the share of workers with a college education at the industry level, and define:
where w is the survey weight and college is the dummy variable for worker n if the worker has a college education. For every two-digit SIC industry i and year t, we define human capital as the share of workers with a college education. From columns (3) and (4) (5) and (6) we note that firms that depend more on government contracts, respond to a more optimistic budget speech by increasing their investment. In contrast, firms that are not in government contract dependent industries, do not change their investment patterns in response to the tone of the speech.
Focusing on the part of the speech that mentions the state budget, the results reported in Table VIII suggest that firms respond to political speech because the speech may contain new information about government expenditures that is directly relevant to firms. In particular, we observe that companies that are geographically focused, employ a greater share of college educated workers, and depend more on government contracts, are more likely to increase their investment in response to a more optimistic speech about the budget by the governors of their states. The results suggest that political speech is likely to contain new information, which is relevant for firms that depend more on government policies.
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D.
Examining differences in term limits and state-level political institutions
To establish that investors and firms respond to the content of the speech, and not unobservable factors, we investigate whether institutional differences across states affects the response to the State of the state address. Specifically, we look at the effect of term limit and years left for the next gubernatorial election. The results are reported in Table IX. Regarding term limits, approximately if a governor is in his or her last year of office, her speech may not have much relevance for firms and investors since she will not be in charge of the policy agenda for the state in the following years. Alternatively, if a governor is up for reelection soon, then the tone of his speech may be more relevant for firms. The results reported in Table IX , columns (1) and (2) suggest that on average, in states that have term limits, the tone of the speech does not have much impact on firm investments and employment (sum of the coefficient of Net Optimism and the interaction term), while term limits appear to be negatively associated with firm investments. The results regarding years left for an election appear to suggest that on average, fewer years left for an election are associated with negative investments, suggesting that politicians may be less credible if they are up for election.
F. Political uncertainty and political speech
To examine whether the information contained in political speech may affect firms' investment and employment decisions by reducing political uncertainty, we examine the response to the tone of the speech for each year of our sample. In particular, we estimate the specification (2) for each year between 2002 and 2010 with investment/assets as the dependent variable, and report the estimated coefficients of the Net Optimism variable in Table X . We also plot the estimated coefficients in Figure 2 . As can be seen from the reported results and from the graph in Figure 2 , the coefficient of the tone variable appears to increase over time. Since the economic crisis hit in 19 the later years of this sample period, economic uncertainty was very high during these later years, which is also when government policy may be most critical. These results suggest that the content of political speech may also reduce policy uncertainty, which can affect asset prices, investments, and output. For example, Pastor and Veronesi (2012) argue that political news, indications of what governments might do, should affect stock prices, especially in weak economic conditions.
Conclusion
To the best of our knowledge this is the first paper to examine the impact of political speech on firms. Our results suggest that politicians' speech may contain information that is relevant for firms and investors. (is, am, will, shall) , three definitive verb forms (has, must, do) and their variants, as well as all associated contraction's (he'll, they 've, ain't) . These verbs connote confidence and totality. Levelling reflects words used to ignore individual differences and to build a sense of completeness and assurance. Included are totalizing terms (everybody, anyone, each, fully), adverbs of permanence (always, completely, inevitably, consistently) , and resolute adjectives (unconditional, consummate, absolute, open-and-shut) . Collectives reflects singular nouns connoting plurality that function to decrease specificity. These words reflect a dependence on categorical modes of thought. Included are social groupings (crowd, choir, team, humanity) , task groups (army, congress, legislature, staff) and geographical entities (county, world, kingdom, republic) . Insistence is a measure of code-restriction and semantic contentedness. The assumption is that repetition of key terms indicates a preference for a limited, ordered world. In calculating Insistence, all words occurring three or more times that function as nouns or noun-derived adjectives are identified (either cybernetically or with the user's assistance) and the following calculation performed: [Number of Eligible Words x Sum of their Occurrences] ÷ 10. Numerical terms reflect any sum, date, or product specifying the facts in a given case. This dictionary treats each isolated integer as a single word and each separate group of integers as a single word. In addition, the dictionary contains common numbers in lexical format (one, tenfold, hundred, zero) as well as terms indicating numerical operations (subtract, divide, multiply, percentage) and quantitative topics (digitize, tally, mathematics). The presumption is that Numerical Terms hyper-specify a claim, thus detracting from its universality. Ambivalence reflects words expressing hesitation or uncertainty, imp lying a speaker's inability or unwillingness to commit to the verbalization being made. Included are hedges (allegedly, perhaps, might), statements of inexactness (almost, approximate, vague, somewhere) and confusion (baffled, puzzling, hesitate) . Also included are words of restrained possibility (could, would, he'd) and mystery (dilemma, guess, suppose, seems). Self-reference reflects all first-person references, including I, I'd, I'll, I'm, I've, me, mine, my, myself. Self- , what) , and a variety of particles, conjunctions and connectives (a, for, so) . Spatial awareness reflects terms referring to geographical entities, physical distances, and modes of measurement. Included are general geographical terms (abroad, elbow-room, locale, outdoors) as well as specific ones (Ceylon, Kuwait, Poland) . Also included are politically defined locations (county, fatherland, municipality, ward) , points on the compass (east, southwest) and the globe (latitude, coastal, border, snowbelt) , as well as terms of scale (kilometer, map, spacious) , quality (vacant, out-of-the-way, disoriented) and change (pilgrimage, migrated, frontier.) Temporal awareness reflects terms that fix a person, idea, or event within a specific time-interval, thereby signalling a concern for concrete and practical matters. The dictionary designates literal time (century, instant, mid-morning) as well as metaphorical designations (lingering, seniority, nowadays) . Also included are calendrical terms (autumn, year-round, weekend) , elliptical terms (spontaneously, postpone, transitional), and judgmental terms (premature, obsolete, punctual) . Present concern represents selective list of present-tense verbs extrapolated from C. K. Ogden's list of general and picturable terms, all of which occur with great frequency in standard American English. The dictionary is not topic-specific but points instead to general physical activity (cough, taste, sing, take), social operations (canvass, touch, govern, meet), and task-performance (make, cook, print, paint). Human interest is an adaptation of Rudolf Flesch's notion that concentrating on people and their activities gives discourse a life-like quality. Included are standard personal pronouns (he, his, ourselves, them), family members and relations (cousin, wife, grandchild, uncle), and generic terms (friend, baby, human, persons). Concreteness is a large dictionary possessing no thematic unity other than tangibility and materiality. Included are sociological units (peasants, African-Americans, Catholics), occupational groups (carpenter, manufacturer, policewoman), and political alignments (Communists, congressman, Europeans) . Also incorporated are physical structures (courthouse, temple, store), forms of diversion (television, football, CD-ROM), terms of accountancy (mortgage, wages, finances), and modes of transportation (airplane, ship, bicycle) . In addition, the dictionary includes body parts (stomach, eyes, lips), articles of clothing (slacks, pants, shirt), household animals (cat, insects, horse) and foodstuffs (wine, grain, sugar), and general elements of nature (oil, silk, sand) . Past concern is the past-tense forms of the verbs contained in the Present Concern dictionary. Complexity is a simple measure of the average number of characters-per-word in a given input file. Borrows Rudolph Flesch's (1951) notion that convoluted phrasings make a text's ideas abstract and its implications unclear. 
investment (% of assets)
Investment is defines as capital expenditures over lagged (by one year) total assets. We drop companies with total assets less than 1m.
Compustat q Measure of company valuation. It is defined as total assets plus the market value of equity (share price times the number of shares outstanding, less book equity, all over lagged (by one year) total assets. We drop companies with total assets less than 1m.
Compustat employment (% of assets) The number of employees scaled by lagged (by one year) total assets. We drop companies with total assets less than 1m. Compustat
cash (% of assets)
Income before extraordinary items plus depreciation and amortization expense and R&D expenses over lagged (by one year) total asset. We drop companies with total assets less than 1m. Compustat size Log of total assets. We drop companies with total assets less than 1m. 
state government transparency
A measure of of state government transparency based on the assessment of its openness, accountability, and honesty based on proactive disclosure, disclosure of public records, and disclosure of campaign contribution. The ranking is compiled by Sunshine Review, a non-profit organization dedicated to state and local government transparency. The index takes values of 1 (least transparent government), 2, and 3 (most transparent government).
Sunshine review (www.sunshinereview.org) major disaster Indicator variable which equals 1 if a state experienced a major disaster and 0, otherwise.
FEMA, www.fema.org emergency declaration Indicator variable which equals 1 if a state declared emergency and 0, otherwise.
FEMA, ww.fema.org Panel E: Announcement returns (%)
(-1,+1)
Cumulative abnormal returns over the (-1,+1) period using the market model (difference between firm return and CRSP equally weighted return).
Compustat and CRSP
(-3,+3)
Cumulative abnormal returns over the (-3,+3) period using the market model (difference between firm return and CRSP equally weighted return).
(-5,+5)
Cumulative abnormal returns over the (-5,+5) period using the market model (difference between firm return and CRSP equally weighted return).
(-2,+1)
Cumulative abnormal returns over the (-2,+1) period using the market model (difference between firm return and CRSP equally weighted return).
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Appendix B: Neighboring States Methodology
An endogeneity concern arises from the fact that the state and firm-level control variables may not capture variations in current and expected state economic conditions that may affect investment and employment decisions and, influence politicians' speeches. To disentangle firm reactions to new information transmitted by politicians from state-specific economic shocks we employ a "neighboring states" difference-in-difference methodology. Specifically, for every company in a given state we identify a similar sized firm (based on Tobin's Q) in the same industry but located in a neighboring state, and compare their responses. The underlying assumption is that firms in similar economic regions that belong to the same industry are subject to similar economic shocks. As Simintzi (2012) indicates, closely located firms in the same industry share similar customers and suppliers. This approach assumes that changes in investment opportunities caused by larger demand are likely to be similar for companies operating in bordering states, especially if these companies belong to the same industry. Hence, using the difference in the dependent variables across the matched firms, unobserved shocks cancel out. The remaining variation in firm responses is, therefore, more likely to be due to new information contained in political speeches.
Consider firm i operating in Indiana. Indiana neighbors (shares a border) with four other states: Michigan, Ohio, Kentucky, and Illinois. We match firm i with the firm with the closest valuation (Q), that belongs to the same industry in a neighboring state. We assume that every firm reaction Y i,IN,j,t (investment or employment) is a function of political speech P IN,t , firm observable characteristics X i,IN,j,t , firm unobserved characteristics λ i , industry unobservable factors γ IN , time unobserved factors µ t , and state unobserved factors s IN as in the equation below, Note that we drop double entries (a firm in Indiana is matched with a firm in Ohio and then same firm in Ohio is matched with the firm in Indiana).
For a firm in a neighboring state, say Ohio, the equation is Y j,OH,j,t = P OH,t + λ j + s OH + γ IN,t + µ ΟΗ,t + X j,OH,j,t
Taking the difference results in
We assume that firms that belong to the same industry face the same industry-specific shocks ((γ j,t -γ j,t = 0), firms in the neighboring states are subject to similar shocks (s IN -s OH = 0), matching by investment opportunity cancels out firm-specific effects (λ i -λ j = 0), and time effects are the same in the neighboring states (µ ΙΝ,t -µ ΟΗ,t = 0).
Thus, the impact of state speech can be estimated using the following specification expressed in differences,
Then the coefficient of interest β 2 indicates the incremental impact of the differences in political speeches which is orthogonal to other unobserved characteristics 1 
